UNITED STATES BANKRUPTCY COURT
WESTERN DISTRICT OF NEW YORK

In re:

AMERICAN FREEDOM SECURITIES, INC.,

Debtor,
BLOCH INDUSTRIES, INC.,

Debtor,
FIRST AMERICAN RELIANCE, INC.,

Debtor,
MONEY MANAGERS, INC.,

Debtor,
QUAKER MAID/BLOCH INDUSTRIES, INC.,

Debtor,
THE SCHOOLHOUSE GROUP OF
COMPANIES, INC.,

Debtor,
UNIFIED COMMERCIAL CAPITAL, INC.,

Debtor,
WEALTII & SECURITY PLANNING, INC.,

Debtor.
UNITED STATES DISTRICT COURT
WESTERN DISTRICT OF NEW YORK
SECURITIES AND EXCHANGE COMMISSION,

Plaintiff,

v.

FIRST AMERICAN RELIANCE. INC.. et al..

Defendants.

THE PRUDENTIAL INSURANCE COMPANY
OF AMERICA,
Plaintiff,
v.

STEVEN M. DONSKY, as Trustee for the
Qctober 14, 1993 Samuel A. Yacono
Revocable Living Trust, et al.,
Defendants.

CASE NO. 58-23909

CASE NO. 928-2437¢

CASE NO. 98-23906

CASE NO. 98-23907

CASE NO. 98-24000

CASE NO. 58-24377

CASE NO. 98-23908

CASE NO. 98-24100

DECISION & ORDER

98-CV-6423T

98-CV-6454T




BK. 98-23909; 98-24376;
98-23906; 98-23907;
98-24000; 98-24377;
$8-23908; 98-24100;
98-CV-6423T and 98-CV-6454T

BACKGROTIND

In August 1998, Samuel A. Yacono (“Yacono”)}, under
investigation by the United States Securities and Exchange
Commission (the “Commission”), committed suicide. Prior to his
death, Yacono was the sole and/or controlling shareholder of a
number of corporations (the “Yacono Controlled Entities”),
including American Freedom Securities, Inc. (“American Freedom”)},
Bloch Industries, Inc. (“Bloch”), Firsgt American Reliance, Inc.
(*Flrst American®), Money Managers, Inc. (“Money Managers”), Quaker
Maid/Bloch Industries, Inc. (“Quaker Maid”)}, The Schoolhouse Group
of Companies, Inc. (“Schoolhouse”), Unified Commercial Capital,
Inc. (“Unified Commercial”) and Wealth & Security Planning, Inc.
(“W&SP”) .

On October 6, 1998 the Commission commenced an injunctive
action ({the ™“Civil Injunctive Action”) in the United States
District Court for the Western District of New York (the “District
Court”) against American Freedom, First American, Money Managers,
Unified Commercial {the “Yaconoc Defendant Companies”), The
Prudential Insurance Company of America (“Prudential”) and William
renn Life Insurance Company of New York (“William Penn”). The
Action requested, along with other relief, that the District Court
impose a constructive trust on the proceeds ({(the “Insurance

Proceeds”) of five (5) inourance peolicies on the life of Yacono
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{the “Yacono Policies”) and that the Proceeds be paid over for
distribution to the defrauded investors in the Yacono Defendant
Companies, rather than to the named beneficiaries of the Policies
(the “Beneficiaries”). In the Action, the Commission asserted that
Yacono and the Defendant Yacono Controlled Entities had been
engaged in a “Ponzi” scheme.!

In connection with the Civil Injunctive Action, the Digtrict
Court appointed a temporary receiver (the "Recelver”) for the
Yacono Controlled Entities who was directed to file Chapter 7
bankruptcy cases for each of the companies. After Chapter 7 cases
were filed by American Freedom on October 16, 1998, Bloch on
November 19, 1998, First American on October 16, 1998, Money
Managers on October 16, 1998, Quaker Maid on October 23, 1998,
Gchoolhouse on November 19, 1998, Unified Commercial on October 16,
1998 and W&SP con Octcober 30, 1998, Douglas J. Lustig, Esg. (the
“Trustee”) was appointed as the Chapter 7 Trustee in each of the

bankruptcy cases.

! A “Ponzi” scheme, as that term is generally used, refers to an
investment scheme in which returns to investors are not financed through the
success of the underlying business venture, but are taken from principal sums of
newly attracted investments. Typically, investors are promised large returns for
their investments. Initial investors are actually paid the promised returns,
which attracts additional investors. Merrill v. Abbott (In re Indep. Clcaring
House Co., 41 B.R. 985, 9% n. 12 (Bankr. D.Utah. 1984) (citation omitted).
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On October 28, 1998, Prudential commenced an interpleader
action against Steven M. Donsky, as Trustee for the October 14,
1993 Samuel A. Yacono Revocable Living Trust, and other defendants
claiming an interest in the Yacono Policies issued by Prudential,
which requested that it be permitted to deposit the proceeds of the
Policies into the District Court. William Penn filed a similar
interpleader action, and on February 4, 1999, the District Court
directed Prudential and William Penn to deposit the Insurance
Proceeds into the Registry of the Court.?

In each of the Chapter 7 casges of the Yacono Controlled
Entities, the Trustee applied to the Bankruptcy Court ({the
“Bankruptcy Court”) for an order approving the employment of: (1)
himself and his firm, Saperston & Day, P.C. (“"Saperston & Day”), a
regional law firm which employs more than seventy (70) attorneys;
and (2) Warren B. Rosenbaum, Esg. (“Rosenbaum”) and his firm,
Shapiro, Rosenbaumnm, Liebschutz & Nelscn, LLP (*Shapiro,
Rosenbaum”), to serve as attorneys for the Trustee.

The following representations were included in each

application (the “Retention Applications”) filed by the Trustee for

2 The Prudential and William Penn interpleader actions will be referred
te collectively as the “Interpleader Action.”
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the approval of the employment of himself and Saperston & Day, as
attorneys for the Trustee:

SPECIAL FACTS SHOWING NECESSITY FQR SUCH EMPLOYMENT:






